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President’s 
Scratchpad 


LAWRENCE A. APPLEY 


Muddling Social Security 
and Incentive 


F England it is often said that she “muddles through.” The infer- 

ence that Americans often complacently draw from this is that we 

accomplish specific objectives quite straightforwardly with little confusion. 

In many matters, however, it is the Americans who do the muddling 

and who come through with something much different from what they 

wanted—very often because they did not know what they wanted in the 
beginning. 

England’s Beveridge Plan is a case in point. We may not like the 
Beveridge Plan, but it at least has the virtue of having been a rational, 
intelligent and concerted approach to a set of problems faced by indus- 
trialized countries the world over. 

It is possible that many students of the social security question and 
many persons who are in responsible positions in industry and govern- 
ment realize the massiveness of this American problem, and are inclined 
to shrink from a direct attack upon it. But are we to face it or let it 
creep up on us? Unquestionably we should not underestimate the magni- 
tude of the task, which includes at least three areas of consideration that 
require basic rethinking: 

“Conservation of buman~resources versus economic progress. ~The 
need for some degree of social security is widely accepted for reasons that 
are generally well-known. 

’ One basic problem is—how much social security can we afford? 
Social security must be paid for and it must be paid for in the coin of 
production. At the present time we do not know what will be the 
amount of our real social security bill in the foreseeable future. Using 
the Beveridge Plan as a basing point, the equivalent for the United States 
might exceed $20 billion per annum, or nearly half the cost of our present 
budget. 

Social security payments mean a transfer of income, mainly from 
the higher income earners and profitable corporations to lower income 
gtoups. This may not only adversely affect the incentive to work, but 
reduce the amount of capital available for expansion of employment 
opportunities and increasing standards of living. We may well take the 
warning signs from one of the present dilemmas of western Europe. In 
some of these nations relatively large amounts of national income are 
being channeled into social security. Students of economics point out 
that this policy means an increase in consumption at the expense of 
savings and expanding capital equipment. Russia, incidentally, by 

(Continued on page 4) 


Trends in 
Business 


General Outlook 


Money is expected to be a little tighter 
from now on, and interest rates have already 
begun to rise slightly. Commentators are 
somewhat divided on the effect of the new 
credit legislation. Some believe it will not 
materially affect the boom; others, remember- 
ing 1920, are fearful. A little tendency to 
hedge on earlier predictions that no depres- 
sion is possible in 1948 seems to be developing. 
However, available evidence points to higher 
prices, for the short-run at least, except for 
agricultural products. 


Construction 


New construction for the first half of the 
year totaled $7.7 billion, as against $5.7 in 
1947, the Department of Commerce reports. 
Private residential building, even though it 
amounted to only two-fifths of the total, 
accounted for somewhat more than half of 
the increase. 

Building permit figures for June-indicate 
that the industry is likely to continue at peak 
levels. Dollar volume of permits issued in 
215 cities, according to Dun & Bradstreet, was 
the highest for any June on record, and 
higher than for any other month except April, 
1929, and March, 1946. The figure showed 
an 8.2 per cent rise over the May total, and 
an increase of 36.1 per cent over June, 1947. 


Agriculture 


Bumper corn crops for 1948 are not ex- 
pected to affect the price of meat until the 
Spring of 1949. Reduced marketing of live- 
stock and livestock products will, in fact, 
bring total food production below last year’s 
figure. Civilian meat consumption, it is 
estimated, will be about 145 pounds per 
capita, as against 155 pounds last year. 

(Continued on page 3) 
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Research 


Wages and Living Costs 


Experience °* The cost-of-living sliding scale is 
an old idea which came into prominence in the period of 
rapidly rising prices during World War I and the first two 
years of peace. But the postwar depression with its rapidly 
falling price level caught many companies which had not 
made provisions for a corresponding reduction of wages as 
the cost of living fell, and caused great bitterness among 
those unions which had agreed to such provisions. The 
idea, therefore, was to a large extent abandoned. There was 
a brief peacetime revival of cost-of-living sliding scales in 
1936-7, led by several large corporations. But most scales 
collapsed with the 1938 recession. By 1939 less than 5 per 
cent of the agreements covering manufacturing industries 
and only a few agreements outside manufacturing provided 
for wage adjustments during the life of the contract. 

In World War II the cost of living began to rise sharply 
and in 1942 about 40 per cent of manufacturing agreements 
had reopening clauses, one-third of them being based on 
wage reopenings as the cost of living changed. These 
adjustments were limited under wage stabilization to 15 per 
cent above the average straight-time hourly rates prevailing 
in 1941. The so-called Little Steel Formula helped to spread 
the notion that labor’s standard of living should be main- 
tained, pretty much regardless of the circumstances. The 
Truman formula of October, 1945, represented a short-lived 
attempt in the same direction. Since then, there has been 
a considerable increase in the number of agreements which 
provide for some kind of wage reopening. In 1946, the 
Bureau of Labor Statistics examined 99 key company con- 
tracts setting wage patterns in 22 major industry groups, 
and found that 71 had wage reopening clauses. 


Advantages ® From labor’s point of view, cost-of- 
living sliding scales help to protect living standards. This 
is an especially important argument in low wage industries. 
The union can thus automatically concentrate on the nego- 
tiation of increases in real wages. The idea appears simple 
and appealing until an attempt is made to apply it. 

To management a temporary adjustment of wages to 
cost-of-living changes—in both directions—seems desirable 
and may be essential in times of rapid price changes. It 
may ease negotiations. When living standards are safe- 
guarded, a contract of longer duration may be obtained, and 
the union may be content with a smaller increase than it 
would otherwise demand. 


Disadvantages ® Labor’s main objection to cost- 
of-living sliding scales is to the assumption that the standard 
of living should remain constant, rather than rise with 
economic progress. Further, labor does not accept the view 
that its present share of the proceeds of business is neces- 
sarily a just one; and under a cost of living arrangement, 
that share could well drop percentagewise. “So it just 
makes the rich richer.” This difficulty might be overcome 
by applying some device like the “annual improvement” 
factor of three cents an hour used in the case of GM. 

Labor is also opposed to the full application of the 
sliding scale principle, i.e., in the downward revision as the 


cost of living falls. It is argued that really adequate living 
standards have never been attained. 

Management’s chief objection to the sliding scale is that 
some national index of the cost of living is not necessarily 
the proper standard for a particular company. No adequate 
account is taken of labor productivity, comparative wage 
rates, the plant’s ability to pass out increases, etc. A most 
serious objection comes from historical experience. In many 
parts of England the wage paid was varied in accordance 
with the price of bread, from 1795 to 1834. The wage 
increases were financed by tax rates levied in local communi- 
ties. The reported result was that “no laborer had any 
material interest in satisfying his employer . . . within a 
few years the productivity of labor began to sink to that of 
pauper labor, since a man could earn the same real income 
regardless of his contributions.” 1 The modern parallel of 
“taxing” the public by passing on wage increases not 
matched by increased productivity in the form of higher 
prices is well-known. 

The prices of housing and food, so prominent in the 
index, are not good indications for wage behavior. Thus 
in the 20’s the depressed condition of agriculture and low 
food prices did not seem to offer a strong argument for wage 
reductions in generally prosperous manufacturing industries. 
Again, a rise in production costs and prices due to a decline 
of labor productivity or to the exhaustion of resources 
through wartime demands cannot be considered a force- 
ful argument for higher wages. Finally, many managements 
fear that the sliding scale may prove a “one-way” street 
which saddles them with extra labor costs when revenues 
fall. 

Wage reopening clauses” * The so-called 
“wage reopening clause” often does not contain a reference 
to the cost of living. Instead, a definite time may be specified 
when the matter of wages may be brought up—at intervals, 
such as every three months, or every year, or after a certain 
date, or upon a certain amount of notice. The cost of living 
may then be brought forward as a reason for a change. 

Where the cost of living is specifically mentioned, the 
BLS Consumers’ Price Index is usually used as a measure; 
less frequently the Index of the National Industrial Confer- 
ence Board is specified. In some cases, the clauses are of the 
permissive type; that is, they provide for reopening of the 
wage question whenever an agreed-upon amount of change 
occurs in the index, or after a specified lapse of time. In this 
case, a wage change may be discussed, but the contract does 
not specify that it must be granted. Under the automatic 
type of clause, on the other hand, the wage change is manda- 
tory, and the amount of the increase bears a direct agreed- 
upon relation to the change in the cost of living. The 
change in the index may be specified as a percentage, or in 
index points; the amount of increase as a percentage of 
current wages or in cents per hour. There may be some 
provision for downward revisions as the cost of living falls, 
but often there is a limit on them. In General Motors case, 
downward adjustments are limited to five cents an hour; 
in other instances, it is sp.cified that wages may not fall 
below the figures prevailing when the contract was signed. 


ERNEST DALE. 


1 Karl Polanyi, The Great Transformation, Rinehart and Company, Inc., New 
York, 1944, p. 79. 

2See U. S. Department of Labor, Bureau of Labor Statistics, Industrial Rela- 
tions Branch, Adjustments of Wages to Changes in the Cost of Living (Esca- 
lator Clauses) Washington, D. C., October, 1946, and May, 1942. Also “‘Cost- 
Sab age \ saat Clauses and the UAW-GM Pact,” Monthly Labor Renew, 
uly, 3 


o Listening Post 


Fringe payments draw 
attention ® How much do 
fringe wage payments amount to? 
No one seems to know exactly, 
but a couple of industry associa- 
tions have just run up some tabu- 
lations which would indicate that 
the figure is a great deal higher 
than most companies realize. In 
one case, a survey of 45 companies 
showed a mean average of 17.93 
cents per hour, figured on the basis of hours actually worked, 
and individual totals ranged from 30.36 cents per hour, to 
8.60 cents. Automobile and Aviation Parts Manufacturers, 
Inc., which included fewer items in its calculations, came 
up with a lower average—12.543 cents for 198 companies— 
but found that in individual cases payments ran as high as 
35 cents per hour. 


What is included °* Just what is a fringe pay- 
ment? The first association (which asked that its name be 
withheld) breaks down its tabulation as follows: 


Extra remuneration: (1) profit-sharing; (2) extra pay 
for second and third shift; (3) suggestion awards; (4) 
Christmas or year-end bonus. 

Time not worked but paid for: (5) vacations; (6) 
unworked holidays; (7) day before Christmas; (8) day 
before New Year’s; (9) military service separation pay: 
(10) time lost through grievance procedure; (11) time lost 
in negotiating labor agreements; (12) severance pay; (13) 
rest periods (scheduled time only); (14) wash-up time 
(scheduled time only). 

Health: (15) safety clothing, personal protective devi- 
ces; (16) dispensary service; (17) physical examinations; 
(18) outside medical attention; (19) deficit on cafeteria or 
other food services. 

_ Social security (optional): (20) sick benefits; (21) 
group life insurance; (22) group health and accident insur- 
ance; (23) pensions. 

Social security (mandatory): (24) Federal Social Se- 
curity tax; (25) Federal and state unemployment tax; (26) 
workmen’s compensation premium. 

Morale: (27) recreation activities; (28) educational 
programs. 

Other items: (29) blood donations, company paper, 
flowers, savings bond administration, Blue Cross adminis- 
tration, city wage tax, printing agreement, miscellaneous 
morale activities. 

Automotive and Aviation Parts figures are for: (1) 
vacation payments (or bonuses in lieu of vacation); (2) 
Christmas or other special bonuses or profit-sharing pay- 
ments; (3) payments for holidays not worked; (4) pay- 
ments to union stewards or officials for time spent in 
settling grievances or in negotiating agreements; (5) legally 
required payments (old age and survivor’s insurance, unem- 
ployment compensation, workmen’s compensation); (6) 
voluntary (or agreed upon) payments by employer—pen- 
sion plan premiums, pension payments not covered by insur- 
ance, life insurance premiums, death benefits not covered by 
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insurance, sickness, accident or medical care insurance. pre- 
miums, sick leave pay, accident or medical care payments 
not insured; hospitalization insurance premiums (including 
cooperatives, such as the Blue Cross), hospitalization pay- 
ments not covered by insurance plans; (7) separation pay al- 
lowance; (8) other. The last item is not broken down, but 
it is unimportant in any case since only six companies re- 
ported payments in that category. 

AAPM points out that its figures are conservative in 
that it omitted many items which might well be considered 
fringe benefits, and because many of the companies sur- 
veyed failed to report completely. Some, for instance, did 
not include mandatory payments; many had kept no rec- 
ord of the money paid to union officials for time spent in 
negotiating grievances; in some instances, companies were 
unable to segregate insurance costs as between salaried and 
hourly paid employees. 

Higher this year ® Both reports cover 1947. “The 
over-all average cost,” says the AAPM, “is approximately 
381, per cent higher than the cost of these same collaterals 
in 184 of these same plants in 1946. However, the 1947 fig- 
ures still do not reflect the whole increase properly charge- 
able to 1947 negotiations. Where companies first granted 
pay for unworked holidays last year, from one to five of 
the frequently recognized holidays had passed when nego- 
tiations were completed, and this item of cost will increase 
substantially and automatically in 1948.” 

Possibility of controversy ® AAPM’s list has 
the advantage that it offers less possibility of controversy. 
Paid rest periods were omitted, for example, because in 
theory they are not supposed to add to production costs, 
even though many employers believe that they do. On the 
other list such items as “physical examinations,” which are 
generally required by the companies, and “company paper” 
are open to argument. If the last item were brought up in 
collective bargaining negotiations, a union might well re- 
spond: “Well, don’t publish a paper. Who cares?” J. O. R. 


Trends in Business 


(Continued from page 1) 


Liquid Assets 


Some 73 per cent of the country’s 48 million spending 
units still hold liquid assets in the form of bank accounts 
or government bonds, a recent report by the Federal Reserve 
Board shows, and the total adds up to about $130 billion. 
But median holdings have dropped from $890 in 1947 to 
$820, and the proportion of those without savings has risen 
from 24 per cent in 1947 to 27 per cent. About one-third 
of the spending units suffered a drop in assets, and only a 
fourth reported increases. | 


Labor and Wages 


Average hourly earnings in manufacturing were $1.30 in 
May, compared to $1.21 in the corresponding month of last 
year. Since then, third-round increases in key industries, 
mostly ranging between 9 and 13 cents, have occurred. 
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contrast, is accumulating capital equipment at a much 
faster rate than many western countries at the expense of 
her social security and consumption. 

The degree of government intervention. This is a 
particularly confused aspect of the entire problem. There 
are many vocal schools of thought concerning not only the 
extent to which government should participate but also 
holding varying opinions on the form of administration— 
coverage, benefits, federal or state administration, insur- 
ance or work relief, security on the basis of need or as a 
matter of right. 

In our democracy the situation is further complicated 
by the maneuverings of pressure groups, political machines, 
and handouts of large funds. Nor need it scarcely be 
pointed out that a basic difficulty is the extent of the real 
need for social security and the ability of private industry 
and private individuals to pay the bill. 

Further, our current inflation has sorely aggravated the 
pension and social security question. Pension provisions 
made in 1939 today buy less than half of what they could 
purchase at that time, while the present rate of price in- 
creases is reducing purchasing power of social security by 
about 10 per cent per annum. 

Management's problems. What management perhaps 
does not sufficiently realize is that it stands “in the middle” 
on all this. Increasingly, management is acknowledging 
social responsibilities—although tangible expression of this 
acknowledgment is not always uniform. But is it not true 
that all forms of compensation paid by management— 
at least, in the theoretical sense—must be regarded as 
incentive? 

The continued deterioration of the incentive value of 
various forms of employee security and welfare is a 
phenomenon of modern industrial life that seems to be 
widely accepted. Very real problems of conserving their 
revenue-paying possibilities are confronting a great many 
managements today. 

The ruling that pensions are a proper subject for 
collective bargaining opens up new and unpredictable in- 
roads for hidden wage increases. So do the possibilities of 
economic hazards like depressions and nonconformity 
among competitors and sweatshops. 

Labor organizations may look to the national patterns 
established by leading companies with respect to pension 
provisions so that they can set sights concerning their own 
objectives. From these considerations it seems evident that 
there is need for clarification of this series of dilemmas. 

The situation is bound to become increasingly critical. 
Common sense calls for an organized effort on the part of 
all concerned to find the solution. It should not be done 
in the way in which one agency surprised the country in the 
early days of war when it conjured up in front of the 
American people a beautiful mirage of social security 
benefits that would please everybody—without troubling to 
estimate their cost. The real job is one of economic com- 


prehension and understanding for all concerned. As one 


(inexpensive) contribution, management might do well to 
make good its omission and tell employees where the money 
is coming from and what contribution business itself has 
already made. 

Certainly there are enough independent and _ public- 
spirited students of the subject who can lead us out of this 
—our greatest social confusion. 

England has its “Royal Commissions” to study great 
social questions of this kind. Perhaps an American counter- 
part of such a commission could be established here to 
study this social security problem. The composition of such 
a commission should be completely representative of all 
interests and no single group should be allowed to become 
dominant in it. An investigation of this kind might re- 
quire a period of two or more years. Its object should be 
to put an end to the aimlessness, the scrambling, special 
pleading, and the muddling that surrounds this question. 

In other words, to capture some element of the in- 
centive that once was—and again must be—the mainspring 
of our rising standard of living. 


Personnel Conference Set 
for September 23 and 24 


Implications of current trends in labor relations will 
be examined and analyzed at AMA’s two-day Autumn Per- 
sonnel Conference, scheduled for September 23-24 at the 
Hotel Pennsylvania, New York City, 
John A. Stephens, Vice President in 
charge of Industrial Relations, U. S. 
Steel of Delaware, and AMA Vice 
President for the Personnel Division. 
is in charge of the program. 

The relation of wages to produc- 
tivity, management-labor responsibil- 
ity to the public, union tatics under 
the Labor-Management Relations Act 
and significant rulings by the 
National Labor Relations Board, 
problems arising in employee benefit plans under collective 
bargaining will be among the subjects discussed. Another 
group of addresses will deal with the organization structure 
as it affects industrial relations and the place of the personnel 
department in the company organization: ‘Gearing Per- 
sonnel Administration to Programmed Management,” which 
will cover possible methods of measuring the tangible bene- 
fits accruing to management from the right kind of personnel 
work; “Organization Structure as it Affects Employee Pro- 
ductivity and Morale”; “Achieving Company Objectives 
through Executive Coordination”; and “The Operating 
Executive Looks at Personnel Management.” 

Productivity in relation to wages will be discussed at a 
panel session at which speakers will include: John S. Bugas, 
Vice President, Industrial Relations, Ford Motor Company; 
Leo Wolman, National Bureau of Economic Research; 
George Baldanzi, Textile Workers Union of America; and 
Frank Rising, General Manager, Automotive & Aviation 
Parts Manufacturers. 
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